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“Hyderabad also
has an eclectic
cultural and religious
mix. Its two official
languages are Telugu
and Urdu, and most
Hyderabadis are
bilingual. This
gives the city a very
welcoming feel.”

Landing at 5.30am on the direct flight from London to
Hyderabad, the vast metropolis before us is the capital and
largest city of the Indian state of Telangana, in the south-east
of the country. Its population of 10.8 million makes it the sixth
most inhabited metropolitan area in India.

At an average altitude of 542m, much of Hyderabad is situated on hilly terrain
around artificial lakes, yet it is also ranked within the top five largest urban
economies in India'. From the 1950s to 1970s, the largest contributors were
the heavy industries of defence and aeronautics. By the 1990s, the services
sector, with its IT and financials companies, had taken over. The real game
changer, however, was when the government established the Indian Drugs
and Pharmaceuticals Limited (“IDPL”) agency in 1961. In the subsequent
decades, many national and global companies have followed suit, opening
manufacturing and research facilities in the city.

Today, Telangana state contributes nearly one-third to India’s production

and one-fifth to its exports in the pharmaceuticals sector?. Hyderabad itself
is considered the life sciences capital of India, with over 800 such companies.
The state’s ‘Vision 2030’ is to become the leading life sciences hub in Asiq,
through innovation-driven and tech-enabled growth®, while doubling the
sectoral value to USD100 billion and adding 400,000 new jobs.

Hyderabad also has an eclectic cultural and religious mix. Its two official
languages are Telugu and Urdu, and most Hyderabadis are bilingual.
This gives the city a very welcoming feel.

' India: home to the world’s fastest growing cities | Statista.
2 Pharma - Invest Telangana.
3 Telangana: Life Sciences Vision 2030.

India: shooting for the moon | 1


https://www.statista.com/chart/16641/worlds-fastest-growing-cities-by-gdp-are-in-india/
https://invest.telangana.gov.in/pharma/
https://lifesciences.telangana.gov.in/wp-content/uploads/2020/12/Telangana-Life-Sciences-Vision-2030.pdf

Hyderabad is expanding.

Rajiv Gandhi International Airport, also known as
Hyderabad International Airport, is super efficient.

The newly-built (or so it feels) highway into the city

is tree lined and bordered with manicured plants and
flowers. This lush and green appearance is clearly due to
Hyderabad’s tropical clime. Still, as is the case in many
such large metropolises in emerging markets (“EM”),

the speed of economic growth can wreak havoc on the
environment. Hyderabad rates poorly on the Air Quality
Index, with construction sites, rubbish ignition and high
pollution caused by burning fossil fuels the main culprits.
Vehicles ranging from trucks to motorcycles, scooters and
three-wheelers are key contributors to this air pollution.
In fact, India is home to eight of the worst cities globally
as regards air quality, and on both days we spent in
Hyderabad, the Air Quality Index ranged around 150,
which is considered unhealthy.

Despite this, the city is said to be loved for its climate,
greenery and cosmopolitan atmosphere, and during our
visit we noticed that many people we met were not actually
from Hyderabad but have relocated there. The airport is
efficient, the CBD is not gridlocked with traffic, and even
in rush hour, vehicles move smoothly through the city.

In short, things work. Our hotel, which is surrounded by
impressive, modern offices housing pharmaceuticals,
semiconductor and IT services multinationals, such as
Qualcomm, Novartis and Verizon, is in an area which we
were told did not exist in its current form five years ago.
Unlike the current congested and overcrowded IT hub that
is the city of Bangalore, Hyderabad can expand. The local
state government, the Bharat Rashtra Samithi (“BRS”)
party, is very highly regarded and people seem generally
content and happy to be living in the city.

The two days we spend in Hyderabad involve site visits
with one of our companies, an engineering research

and development (“ER&D”) company, where we visit its
centre of excellence. ER&D is a large total addressable
market worldwide, worth over USD180 billion, but only a
very limited portion is outsourced. This company provides
global outsourcing of ER&D in the areas of telecoms,
transportation, and sustainability. Impressively, it is at the
cutting edge in terms of plant engineering and optimising
operations but also carbon capture and storage for its
customers. We undertake more site visits but this time
to hospitals and pharmaceuticals companies, and we
experience first-hand the scale and capability India has
built up in the global generics space. The R&D campus
we visit houses over 2,000 engineers who work on active
pharmaceutical ingredients and formulations. Indeed,
the operational scale in India never ceases to amaze us.

Next, we head to Mumbai to attend an investors’ forum.
The IndiGo Airlines flight from Hyderabad to Mumbai is
packed but leaves on time, and the one-and-a-half hour
journey is pleasant. The only thing that we remark upon
as being slightly unusual is the in-flight announcement,
as we are about to land, declaring that anyone over the
age of 18 is eligible to vote. And these advertisements
continue as we switch on the TV in our hotel room, with
ads promoting civil voting rights and encouraging people
to vote in the five major state elections taking place

the following weekend. Chhattisgarh, Madhya Pradesh,
Mizoram, Rajasthan and Telangana were set to head to
the polls*. These states cover an area with a population
size of over 200 million people. Clearly, the outcome of
these elections will have some bearing on this year’s
central government elections, which are to be held in May.
Another thing which stands out to us are the constant TV
ads encouraging people to file their annual tax returns.
In a country with a large fiscal deficit at a time when
government infrastructure spending is high, the leadership
clearly wants to focus its efforts on collecting taxes.
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Visiting a pharmaceuticals company. Visiting an ER&D company.

4 Since writing this note, the ruling BJP party has won three of these five state elections, which was seen as a positive outcome ahead of the national

elections to be held in May this year.
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The R&D centre of a major Indian pharmaceuticals company.

The forum, which in previous years has been small

in numbers, is now packed. Over 400 investors are in
attendance and whereas in the past most attendees

would be Qualified Foreign Institutional Investors (“QFlIs”),
this time there is a large turnout of domestic investors,
comprising roughly half the attendees.

There is an equally large and diverse number of companies
presenting. We see power utilities, consumer staples
businesses, motorcycle and aircon companies, mall
developers, copper wire manufacturers, and both banks
and non-bank financials. We also meet an Indian vineyard
company for the first time.

It is noteworthy how diverse the Indian equity market is.
In fact, there is little concentration risk, with the top five
constituents commanding less than 30% of the MSCI India
Index and the top 10 less than 40%°. Equally, the top two
sectors are less than 41% of the index®, much lower than
some other markets globally and the EM average. Clearly,
it is a stock pickers market. And the numbers will grow
significantly over the next five years. 2023 alone saw over
200 1POs - a record’. Domestic investors are also offering
great support to the market with Domestic Mutual Funds’
(“DMFs”) ownership at a record high of 9.1%®, and
systematic investment plans offering a stable base of
inflows into these vehicles. Furthermore, during the
pandemic, Indian household savings in equity rose quite
dramatically. Clearly a new investment culture is emerging
in India, with the money sticky and supportive of the
overall stock market.

Although the market is hitting new highs and valuations
feel stretched, there is no sign of stress in the banking
system. Therefore, despite very strong loan growth in 16%
in 2022 and another 15% in 2023, there has not been any
uptick in non-performing loans.

56 MSCI, Bloomberg.

Nariman Point, Mumbai.

GDP growth for the third quarter of 2023 came in very
strongly at 7.5%?°, driven mainly by Gross Fixed Capital
Formation (“GFCF”) and manufacturing. GFCF is the
government CapEx spend into infrastructure, such as
railway, renewable energy and other civil engineering
projects, all areas where India does not have a choice
but to continue to invest.

Whilst it is really impressive to witness what has been

built so far this year, India still has an infrastructure deficit.
What stands out more for us is that the companies involved
in these projects — utilities companies such as hydropower
businesses, or transmission and distribution companies
which are state owned and known as public sector
undertakings (“PSU”) —increasingly act like commercially-
minded, private businesses. In fact, the Indian government
has qualified its top nine PSUs as ‘Navratnas’, a Sanskrit
compound word meaning ‘nine gems’. These companies
have helped build Indig, all the while becoming classic case
studies in capital allocation - paying out high dividends
when growth is not there, and investing when it is. They are
profitable PSUs with excellent management, and they are
no longer susceptible to political whims but act like the
world-class companies they are.

We have found companies with quality management

and operations, and which we feel are still at palatable
valuations, something that is not always the case in India.
And for those that remain expensive, we have a shopping
basket ready and waiting for when opportunities arise.

We come away from our trip feeling positive, as India exudes
areal ‘can do’ attitude. It’s no wonder... it’s the country that
put a rocket on the moon!

7 India’s IPO boom: a red flag or a sign of robust investor confidence? (thenationalnews.com).

8 SEBI, CLSA.
° Reserve Bank of India.

India: shooting for the moon | 3


https://www.thenationalnews.com/business/markets/2023/12/11/indias-ipo-boom-a-red-flag-or-a-sign-of-robust-investor-confidence/

Authors
Veronique Erb
Portfolio Manager

Veronique is a portfolio manager on the RBC Emerging Markets Equity team at RBC BlueBay (RBC Global Asset
Management’s business outside North America) and is currently responsible for research in India. Prior to joining
the firm in 2015, Veronique was at a large independent brokerage and investment group in Asia, where she was
responsible for Asian ex-Japan equities for 15 years. During this time, she developed significant expertise in Asian
equities, as well as a deep understanding of the region’s corporate culture and economic development. Veronique
began her career in the investment industry in 2000.

Laurence Bensdfi
Managing Director and Portfolio Manager, Deputy Head of Emerging Market Equities

Laurence is Managing Director and Portfolio Manager, Deputy Head of Emerging Market Equities at RBC BlueBay
(RBC Global Asset Management’s business outside North America). Prior to joining the firm in 2013, she headed the
emerging markets team of a leading U.K. asset manager. In this role, Laurence was responsible for managing Asian
and global emerging market income strategies, and developing quantitative stock selection and environmental
analysis models. She began her investment career in 1998 as a quantitative analyst at a major financial services
company, where she supported European and global equity portfolio management by developing quantitative
models to assist in the portfolio construction and security selection process.

India: shooting for the moon | 4



This document is a marketing communication and it may be produced and issued by the following entities: in the European Economic Area (EEA), by BlueBay
Funds Management Company S.A. (BBFM S.A.), which is regulated by the Commission de Surveillance du Secteur Financier (CSSF). In Germany, Italy, Spain and
Netherlands the BBFM S.A is operating under a branch passport pursuant to the Undertakings for Collective Investment in Transferable Securities Directive
(2009/65/EC) and the Alternative Investment Fund Managers Directive (2011/61/EU). In the United Kingdom (UK) by RBC Global Asset Management (UK) Limited
(RBC GAM UK), which is authorised and regulated by the UK Financial Conduct Authority (FCA), registered with the US Securities and Exchange Commission (SEC)
and a member of the National Futures Association (NFA) as authorised by the US Commodity Futures Trading Commission (CFTC). In Switzerland, by BlueBay
Asset Management AG where the Representative and Paying Agent is BNP Paribas Securities Services, Paris, succursale de Zurich, Selnaustrasse 16, 8002 Zurich,
Switzerland. The place of performance is at the registered office of the Representative. The courts at the registered office of the Swiss representative or at the
registered office or place of residence of the investor shall have jurisdiction pertaining to claims in connection with the offering and/or advertising of shares in
Switzerland. The Prospectus, the Key Investor Information Documents (KI1Ds), the Packaged Retail and Insurance-based Investment Products - Key Information
Documents (PRIIPs KID), where applicable, the Articles of Incorporation and any other document required, such as the Annual and Semi-Annual Reports, may
be obtained free of charge from the Representative in Switzerland. In Japan, by BlueBay Asset Management International Limited which is registered with the
Kanto Local Finance Bureau of Ministry of Finance, Japan. In Asia, by RBC Global Asset Management (Asia) Limited, which is registered with the Securities and
Futures Commission (SFC) in Hong Kong. In Australia, RBC GAM UK is exempt from the requirement to hold an Australian financial services license under the
Corporations Act in respect of financial services as it is regulated by the FCA under the laws of the UK which differ from Australian laws. In Canada, by RBC Global
Asset Management Inc. (including PH&N Institutional) which is regulated by each provincial and territorial securities commission with which it is registered.
RBC GAM UK is not registered under securities laws and is relying on the international dealer exemption under applicable provincial securities legislation, which
permits RBC GAM UK to carry out certain specified dealer activities for those Canadian residents that qualify as “a Canadian permitted client”, as such term is
defined under applicable securities legislation. In the United States, by RBC Global Asset Management (U.S.) Inc. (“RBC GAM-US”), an SEC registered investment
adviser. The entities noted above are collectively referred to as “RBC BlueBay” within this document. The registrations and memberships noted should not
be interpreted as an endorsement or approval of RBC BlueBay by the respective licensing or registering authorities. Not all products, services or investments
described herein are available in all jurisdictions and some are available on a limited basis only, due to local regulatory and legal requirements.

This document is intended only for “Professional Clients” and “Eligible Counterparties” (as defined by the Markets in Financial Instruments Directive (“MiFID”)
or the FCA); or in Switzerland for “Qualified Investors”, as defined in Article 10 of the Swiss Collective Investment Schemes Act and its implementing ordinance,
or in the US by “Accredited Investors” (as defined in the Securities Act of 1933) or “Qualified Purchasers” (as defined in the Investment Company Act of 1940) as
applicable and should not be relied upon by any other category of customer.

Unless otherwise stated, all data has been sourced by RBC BlueBay. To the best of RBC BlueBay’s knowledge and belief this document is true and accurate
at the date hereof. RBC BlueBay makes no express or implied warranties or representations with respect to the information contained in this document and
hereby expressly disclaim all warranties of accuracy, completeness or fitness for a particular purpose. Opinions and estimates constitute our judgment and are
subject to change without notice. RBC BlueBay does not provide investment or other advice and nothing in this document constitutes any advice, nor should
be interpreted as such. This document does not constitute an offer to sell or the solicitation of an offer to purchase any security or investment product in any
jurisdiction and is for information purposes only.

No part of this document may be reproduced, redistributed or passed on, directly or indirectly, to any other person or published, in whole or in part, for any
purpose in any manner without the prior written permission of RBC BlueBay. Copyright 2024 © RBC BlueBay. RBC Global Asset Management (RBC GAM) is
the asset management division of Royal Bank of Canada (RBC) which includes RBC Global Asset Management (U.S.) Inc. (RBC GAM-US), RBC Global Asset
Management Inc., RBC Global Asset Management (UK) Limited and RBC Global Asset Management (Asia) Limited, which are separate, but affiliated corporate
entities. ® / Registered trademark(s) of Royal Bank of Canada and BlueBay Asset Management (Services) Ltd. Used under licence. BlueBay Funds Management
Company S.A,, registered office 4, Boulevard Royal L-2449 Luxembourg, company registered in Luxembourg number B88445. RBC Global Asset Management (UK)
Limited, registered office 100 Bishopsgate, London EC2N 4AA, registered in England and Wales number 03647343. All rights reserved.

Published January 2024
RE/0016/01/24

RBC BlueBay
Asset Management
RBC



